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Appendix All 

Details of the Impact of a Taste Shift on the Ricardian Example 

In this proof, we simply parallel the proof of Appendix A 10. Equation (1) of Appendix A10 still holds for the US 
consumption-possibilities curve. That is: 

(1) W = -[(Pc/Pw) c] + 12 , 000 , 000 

However, following the text, we now assume that tastes in the US shift toward wheat. In the US, 60% of income 
is spent on wheat and only 40% is spent on cloth. Another way to say this is that in the US, people spend only two thirds 
as much on cloth as they do on wheat. (40/60 = 2/3.) This gives us the following income equation for the US (our 
demand condition): 

(2’) P c C = 2/3 (P w W) 
or 

Pc/Pw = W/C (2/3) 



Plug this relation in to equation (1) and the result is: 

W 2 

(3') W = -[ — (— )C] + 12 , 000 , 000 

6 3 


5/3 W = 12 , 000 , 000 


W = 7,200,000 


Hence, at any world terms of trade (P c /P w ) the US will consume 7,200,000 bu. of wheat. Since it always 
produces 12,000,000 bu., it will always want to export 12,000,000- 7,200,000 = 4,800,000 bu. 

Now we can solve for C. Consider a price ratio P c /P w = .4. We know from equation (1) that W = (-.4C) + 

12.000. 000. Set W = 7,200,000. Then C = 12,000,000. Since the US produces no cloth, it will want to import (and 
consume) 12,000.000 yds. of cloth. Look at p.10.12 of the text. Note that at P c /P w = .4, the UK wants to export 

12.000. 000 yds. of cloth and import 4,800,000 bu. of wheat. Hence, .4 represents the terms of trade which equalizes 
supply and demand in the world wheat and cloth markets. 

We see that a shift in world tastes toward wheat (away from cloth ) raises the relative price of wheat (lowers the 
relative price of cloth). 



